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Audits of Local Units of Government in Michigan, as revised (see Appendix H of Bulletin),
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The local unit is free of repeated comments from previous years.
The audit opinion is UNQUALIFIED.

The local unit has complied with GASB 34 or GASB 34 as modified by MCGAA Statement #7 and other generally
accepted accounting principles (GAAP).

The board or council approves all invoices prior to payment as required by charter or statute.
To our knowledge, bank reconciliations that were reviewed were performed timely.
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t.ayher
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INDEPENDENT AUDITOR’S REPORT

To the Board of Directors of GRSD Sewer Authority
New Buftalo, Michigan

We have audited the accompanying financial statements of the GRSD Sewer Authority as of December
31, 2006 and 2005, and for the years then ended. These financial statements are the responsibility of the
Authority’s management. Qur responsibility is to express an opinion on these financial statements based
on our audits,

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosure in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above, present fairly, in all material respects, the
financial position of the GRSD Sewer Authority as of December 31, 2006 and 2005, and the changes in
financial position and cash flows, thereof for the years then ended, in conformity with accounting
principles generally accepted in the United States of America.

The management discussion and analysis on pages 2 through 5 are not a required part of the basic
financial statements, but are supplementary information required by accounting principles generally
accepted in the United States of America. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation of the
required supplemental information. However, we did not audit the information and express no opinion on

HJ Chajfo d&ﬁjﬂw

Schaffer & Layher
St. Joseph, Michigan
May 11, 2007

David Schatfer, CPA

Michacl 1ayber, CPA

Founding Partners:

Morris McMurray, CPA

Raymond Marks, CPA
1 Jeff Edmunds, CPA



GRSD SEWER AUTHORITY

MANAGEMENT’S DISCUSSION AND ANALYSIS

About the Facility

The GRSD Sewer Authority (the “Authority™) was established by the Townships of New Buffalo, Lake
Charter, and Chikaming, and the City of New Buffalo. The City of Bridgman was admitted under a
separate agreement in 2004. The Authority was incorporated on October 13, 1971 as the Galien River
Sanitary District (the “District™), under the provisions of Act 233, Public Acts of Michigan of 1955, as
amended. The Authority is governed by a board comprised of six (6) members, with one (1)
representative appointed from each of the five (5) constituent municipalities and one (1) independent
member elected by the other five (5) members. The Authority was formed to operate, maintain,
administer, and managc a sewage collection and disposal system pursuant to Act 185, Public Acts of
1957, as amended, for the benefit of the constituent municipalities.

The Authority operates a three (3) million gallon per day sanitary sewage treatment plant for its owner
municipalities. The connected service population is approximately 13,500,

Financial Highlights

The Authority’s total net assets at December 31, 2006 were $15,337,696, of which $14,272,898 was
invested in capital assets. At December 31, 2005, nel assets were $15,265,301.

The Authority’s total expenses were $1,686,721, while total revenues were $1,759,116 (§$1,724,310-
operating; $34,806-non-operating.)

Overview of the Financial Statements

This report consists of three parts — management’s discussion and analysis (this scction), the basic
financial statements, and supplemental information. The basic financial statements include only one kind
of statement as the Authority is a special purpose governmental entity and no reconciling items exist
between the entity and a government-wide statement,

Government-wide statements and the fund financial statements are presented as one set as they both
provide the long-term and short-term information about the Authority’s financial status. The financial
statements also include notes that explain some of the information in the financial statements and provide
more detailed data.

b2



GRSD SEWER AUTHORITY.

MANAGEMENT’S DISCUSSION AND ANALYSIS

Financial Analysis of the Authority as a Whole

The following table represents condensed financial information about the Authority’s financial position.
Total net assets increased by $72,395 from 2005 to 2006 with net assets of $15,337,696 at December 31,
2006 and $15,265,301 at December 31, 2005.

2006 2005

Current Asscts $ 1,124319 § 1,142,170
Restricted Assets - 500,000
Capital Assets 14,272,898 13,772,243
Total Assets $ 15,397,217 $ 15414413
Current liabilities 5 59,521 ) 149,112
Net Assets

Invested in capital assets $ 14,272,898 $ 13,772,243

Restricted for capital purposes - 500,000

Unrestricted 1,064,798 993,058
Total Net Asscts $ 15,337,696 $ 15,265,301

The fotlowing table represents the eondensed financial information about the Authority’s revenues and
expenses. The change in net assets was $72,395 and $125,128 for the years ended December 31, 2006
and 2005, respectively.

2006 2005
Operating revenues S 1,724,310 $ 1,396,834
Operating expenses 1,686,721 1,373,140
Operating income h) 37589 % 23,694
Non-operating income 34,806 101,434
Change in net assets $ 72,395 § 125,128

Analvsis of Financial Position

The current year net assets increased $72,395, with a few significant factors affecting net assets during the
year as discussed below:

1) Operating revenues exceed operating expenses by $37,589, with an additional $34,806 of non-
operating interest income received.

2} The Authority’s investment in capital assets had a net increase of $500,655 from $918,044 of
acquisition and construction of capital asscts lcss $417,389 of current year depreciation.



GRSD SEWER AUTHORITY

MANAGEMENT’S DISCUSSION AND ANALYSIS

Results of Operations

The Authority’s operating income decreased by $52,733 over last year as a result of the following:

1) Operating revenues increased $327,476 or 23.44% as a result of increased flows from the
tributary governmental units and new connection fees from the casino hook-ups.

2) Operating expenses increased $313,581 or 22.83% as the plant continues to manage those costs in
the wake of rising natural gas and electrical. Management recognizes that control over year to
year operating costs is essential Lo the long-term financial health of the facility. Efforts to control
operaling costs are ongoing.

3) Non-operating interest income has steadily decreased the Authority’s overall revenue base, due to
the large amount of dollars available from the conduit bond proceeds and capital contributions
from the governmental units for the plant expansion project erodes. This decrease will continue
to negatively impact future non-operating interest income.

Fund Expenditures Budget vs. Actual

Expenditures
Variance
Original and Final Audit vs,
Period Final Budget Audit Final Budget
December 31, 2006 $ 1,460,161 ) 1,686,721 $ (226,560)
December 31, 2005 $ 1,452,163 S 1,373,140 $ 79,023
Fund Revenues Budget vs. Actual
Revenues
Variance
Original and Final Audit vs.
Period Final Budget Audit Final Budget
December 31, 2006 $ 1,460,161 i 1,759,116 $ (298,955)
December 31,2005 § 1,459,406 ) 1,498,268 $ (38,862)

Original versus Final Budget

There were no changes or amendments from the original preliminary budget and the final budget,



GRSD SEWER AUTHORITY

MANAGEMENT’S DISCUSSION AND ANALYSIS
Capital Improvements and Funding Requirements

Funding nceds for capital improvements is a significant clement in the Authority’s financial plan. The
Authority completed an approximately $10 miltion plant expansion, which has been fully funded through
contributions from the constituent municipalities contributions and the issuance of conduit bonds.
Ongoing funding for capital improvements will be generated from operating revenues and year-end
reconciling amounts from the municipalities. The improvements are expected to be less than 2006 levels,
but the Authority does continue to cxpand and improve the total system.

Economice Factors and Next Year’s Budget

The funding composition for the treatment, operation, and maintenance for the Authority consists of
establishing rates charged to thc governmental units and ultimately the ratepayers are customers of the
water treatment plant. The separate governmental units are responsible for collecting their own charges
from the residents and other users within their district.

The Authority’s plan for budget monitoring includes review of the budget vs. actual expenses on a
monthly basis to determine if financial goals are being met. If financial expectations are not being met,
options to establish alignment include: 1) procedures to cstablish increased rates to governmental units
and charges for certain services so that maintenance and operations can continue uninterruptcd; 2) a
reduction of certain services performed for the local units and a reduction in capital expenditures on
infrastructure needs. With the limiting factor on financial resources being what the ratepayer is able to
pay, raising rates necds to be closcly monitored throughout the year.

Comparative Information

The financial report shows comparison data. The Authority expects to continuc to present full
comparative statements,

Contacting the Authority’s Management

The financial report is designed to provide citizens, taxpayers, customers, investors, and creditors with a
general overview of the Authority’s finances and to demonstrate the Authority’s accountability for the
money it receives. For questions about this report or additional information, contact the Authority at
10831 Kruger Road, New Buffalo, MI 49117,



GRSD SEWER AUTHORITY

Assets

Current assets:
Cash and cash equivalents
Certificates of deposit
Accounts receivable
Due from other fund
Prepaid insurance

Total current assets

Restricted assets:
Cash and cash equivalents

Capital Assets

Total Assets

Liabilities:
Accounts payable
Duc to other fund
Payroll taxes payable
Total Liabilities

Net Assets
Invested in capital assets
Restricted for capital purposes
Unrestricted
Total Net Assets

Total Liabilities and Net Assets

STATEMENTS OF NET ASSETS
DECEMBER 31, 2006 AND 2005

2006 2005
$ 638,867 § 559,789
- 329,348
482,214 195,557
- 54,240
3,238 3,236
5 1,124319 % 1,142,170
$ - b 500,000
$ 14,272,898 % 13,772,243
$ 15397217 % 15,414,413
$ 57917 § 92,887
- 54,240
1,604 1,985
5 59,521  § 149,112
$ 14272898 % 13,772,243
- 500,000
1,064,798 093,058
$ 15337696 % 15,265,301
$ 15397217 % 15,414,413

The notes 1o the financial statements are an integral part to these financial statements,



GRSD SEWER AUTHORITY
STATEMENTS OF REVENUE, EXPENSES, AND CHANGES IN NET ASSETS
DECEMBER 31, 2006 AND 2005

2006 2005
Operating Revenues
Sewer User Fees:
City of New Buffalo $ 371,815 % 321,948
Chikaming Township 332,836 321,743
New BufTalo Township 100,379 107,996
Lake Charter Township 297,282 278,562
City of Bridgman 237,749 227,822
Weesaw Township 3,257 3,257
Other Fees:
Waste hauling 84,435 71,214
Services rendered 296,557 64,292
Total operating revenues $ 1,724310 $ 1,396,834
Operating Expenses
Salaries and wages $ 478,508 & 462,821
Payroll taxes 37,695 36,222
Employee benefits 159,914 249,763
Depreciation 417,389 145,254
Office supplies 1,773 1,801
Operating supplies 104,595 72,864
Professional fees 16,914 16,512
Legal 1,408 3,864
Board fees 4200 4,620
Sludge disposal 36,556 53,995
Communications 15,594 15,991
Training and transportation 2,371 2,827
Insurance and bonds 84,268 62,775
Utilities 236,781 185,882
Equipment and sewer repairs 55,549 45,973
Vehicle repairs 7,452 6,788
Uniforms 5,725 4648
Miscellaneous 29 540
Total operating expenses § 1,686,721 % 1,373,140
Net operating income S 37,589 § 23694
Non-operating income (expenses):
Sale of fixed assets ) 2,050 % 1,415
Interest income 32,756 100,019
Total non-operating income (expense) § 34,806 § 101,434
Change in net assets $ 72395 5 125,128
Net Assets, Beginning of Year 15,265,301 15,140,173
Net Assets, End of Year $15,337,696 $15,265,301

The notes to the financial statements are an integral part to these financial statements.
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GRSD SEWER AUTHQRITY

STATEMENTS OF CASH FLOWS
DECEMBER 31, 2006 AND 2005

2006 2005

Cash Flows from Operating Activities

Cash received from customecrs $ 1437653 § 1,41393]

Cash payments to suppliers for goods and services (826,177) (1,291,751)

Cash payments to employees for services (478,508) (462,821)

Net cash provided by (used in} operating activities $ 132968 % (340,641)
Cash Flows from Non-Capital Financing Activities

Contributed capital $ - 5 -
Cash Flows from Capital and Related Financing Activities

Payments for acquisition or construction of capital assets § (918,044) § (4,594,332)

Proceeds from sale of assets 2,050 1,415

Interest paid on loans - -

Net cash used in capital and related financing activities § (915,994) § (4,592,917)
Cash Flows from Investing Activities

Decrease (increasc) in certificates of deposit $ - h (476)

Change in restricted assets 500,000 4935 494

Interest recerved on investments 32,756 100,019

Net cash provided by investing activities § 5327756 § 5,035,037

Net Increase(Decrease) in Cash and Cash Equivalents $ (250270) % 101,479
Cash and Cash Equivalents-Beginning of year 889,137 787,658
Cash and Cash Equivalents-End of year § 638,867 5 889,137

Reconciliation of Operating Income to
Net Cash Provided by (Used In) Operating Activities
Operating income(loss) § 37589 % 23,694
Adjustments to reconcile operating income(loss) o
net cash provided by operating activities

Depreciation 417,389 145,254

Change in assets and liabilities

Accounts receivable (286,657) 17,097

Prepaid insurance {2) 729

Accounts payable (34,970) {527,743)
Payroll taxes payable (381) 328

Net Cash Provided by (Used In) Operating Activities $ 132968 § (340,641)

Noncash operating, capital, and investing activities:
During the year there were no noncash activities.

The notes to the financial statements are an integral part fo these financial statements.
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GRSD SEWER AUTHORITY

NOTE 1.

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2005

NATURE OF ORGANIZATION

The GRSD Sewer Authority (the “Authority”) was established by the Townships of New
Buffalo, Lake Charter, and Chikaming, and the City of New Buffalo. The City of
Bridgman was admitted under a separate agreement in 2004, The Authority was
incorporated on October 13, 1971 as the Galien River Sanitary District (the “District™),
under the provisions of Act 233, Public Acts of Michigan of 1955, as amended. The
Authority is governed by a board comprised of six (6) members, with one (1)
representative appointed from each of the five (5) constituent municipalities and one (1)
independent member elected by the other five (5) members. The Authority was formed
to operate, maintain, administer, and manage a sewage collection and disposal system
pursuant to Act 185, Public Acts of 1957, as amended, for the benefit of the constituent
municipalities.

The GRSD Authority operates a 3 million gallon per day (MGD) sanitary sewage
treatment plant and site to serve all of the local units, who have capacity rights and share
the cost of the plant. The capacity rights arc allocated as follows:

Final
Expansion
Lake Charter Township 16.6%
City of New Buffalo 21.6%
Chikaming Township 28.6%
New Buffalo Township 16.6%
City of Bridgman 16.6%

100.0%

The Authority has the powcr to carry out the purposes of the plant and to acquire private
property by purchase, construction, lcase, gift, devise or condemnation and may hold,
manage, control, sell, exchange or lease such property. The Authority may enter into a
contract or contracts providing for the acquisition, purchase, construction, improvement,
enlargement, extension, operation and financing of a sewage disposal systcm. They may
issue negotiable bonds, securcd by the contractual full faith and credit pledges of each
contracting municipality. The Authority is also responsible for establishing rates charged
to the governmental units. The separate governments are responsible for establishing and
collecting their own charges from the residents and other uscrs within their district.



GRSD SEWER AUTHORITY.

NOTE 1.

NOTE 2.

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2005
NATURE OF ORGANIZATION, CONCLUDED

The Authority’s financial statements includc the accounts of all the Authority’s
operations. The criteria for including organizations as component units within the
Authority’s reporting entity, as set forth in section 2100 of the Governmental Accounting
Standards Board’s (“GASB”) Codification of Government Accounting and Financial
Reporting Standards, include whether:

e The organization is lcgally separate (can sue and be sued in their own name)

e The Authority holds the corporate powers of the organization

e Thc Authority appoints a voting majority of the organization’s board

s The organization has the potential to impose a financial benefit/burden on the
Authority

e There is fiscal dependency by the organization on the Authority.

Based on the aforementioned criteria, the Authority has no compenent units.

The Authority has implcmented the provisions of Governmental Accounting Standards
Board Statement No. 34, Basic Financial Statements — and Management’s Discussion
and Analysis — for State and Local Governments (“GASB 34”). The Authority’s
financial statements, as a result of GASB 34 are as follows:

e A Management’s Discussion and Analysis (“MID&A”) section providing analysis
of the Authority’s overall financial position and results of operations has been
included.

e Basic financial statements prepared using the {ull accrual accounting for all of the
Authority’s activitics have been provided.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the Authority have becn prepared in conformity with
accounting principles generally accepted in the United States of America (“GAAP”) as
applicable to governmental units. The Authority also applies Financial Accounting
Standard Board (FASB) pronouncements issued on or before November 30, 1989, unless
thosc pronouncements conflict with or contradict GASB pronouncements.

A. Fund Accounting
The Authority uscs funds to maintain its financial records during the year. Fund

accounting is designed to demonstrate legal compliance and to aid management
by segregating transactions related to certain Authority’s functions or activities.
A fund is defined as a fiscal and accounting entity with a sclf-balancing set of
accounts. The Authority has only one fund, a proprietary fund.

Proprietary (Enterprise) Fund)

This fund accounts for operations: a) that are financed and operated in a manner
similar to private business enterprises, where the intent of the governing body is
that the costs (expensing including depreciation) of providing goods and services
to the general public on a continuing basis are financed or recovered primarily
through user charges; or b) where the governing body had decided that periodic
determination of rcvenues eamed, expenses incurred, and/or net income is
appropriate for capital maintenance, public policy, management control,
accountability, or other purposes.

10



GRSD SEWER AUTHQRITY.

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2005

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

B.

E.

Basis of Accounting

Basis of accounting determines when transactions are recorded in the financial
records and reported on the financial statements. The proprietary fund uses the
accrual basis of accounting.

Revenues: Exchange Transactions — Revenucs resulting from exchange
transactions, in which each party receives essentially equal value, is recorded on
the accrual basis when the exchange takes place.

Expenses — Expenses are recognized at the time they are incurred.

Cash and Cash Equivalents

For the purpose of the statement of cash flows, the Authority considers all highly
liquid investments available for current opcrations with an original maturity of
three (3) months or Icss to be cash equivalents.

Prepaid Expenses
Payments made to vendors for services that will benefit periods beyond the
current year, are recorded as prepaid items using the consumption method.

Inventories

Inventories, not held for resale, are accounted for on a purchase basis. Under the
purchase method, inventories are treated as expenditures when acquired.
Accordingly, no asset is reflected in the financial statements.

Capital Assets and Depreciation

All capital assets are capitalized at cost using a $5,000 capitalization threshold
and updated for additions and retirements during the year. Donated capital asscts
are recorded at their fair market values as of the date received. Costs relating to
maintenance and repairs are charged to expense when they do not add value to
the assets or materially extend the life, whereas those for renewals and
betterments, when significant in amount, are capitalized. All reported capital
asscts are depreciated. Depreciation is computed using the straight-line method
over the following uselul lives:

Description Estimated Lives

Equipment 5—20 Years

System Improvements 20 — 40 Years

Vehicles 7—10 Years
Net Assets

Net asscts rcepresent the difference between assets and liabilities. Net assets
invested in capital assets, net of related debt consists of (capital assets, net of
accurmulated depreciation, reduced by any outstanding balances of any
borrowings used for thc acquisition, construction, or improvement of those
assets). Net assets are reported as restricted when there are limitations imposed
on their use either through the enabling legislation adopted by the Authority or
through external restrictions imposed by creditors, grantors or laws, or
regulations of other governments.



GRSD SEWER AUTHORITY.

NOTE 2.

NOTE 3.

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2005

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, CONCLUDED

H.

Operating Revenues and Expenses

Operating revenues are those revenues that are generated directly from the
activity of the proprietary fund. The Authority’s operating revenues are sewer
usage fees, waste hauling, and services rendered.

Contributions of Capital

Contributions of capital in the proprietary fund arise from outside contributions
of capital assets, or from grants, or outside contributions of resources restricted to
capital acquisition and construction.

Extraordinary and Special Ttems

Extraordinary items are transactions or events that are both unusual in nature and
infrequent in occurrence. Special items are transactions or events that are within
the control of the Authority and that are cither unusual in nature or infrequent in
occurrence. Neither type of transaction occurred during the current year.

Estimates
The preparation of financial statements in conformity with accounting principles
gencrally accepted in the United States of America requires management to make
estimates and assumptions that affect the amounts reported in the financial
statements and accompanying notes. Actual results may differ from those
estimates.

Liability for Compensated Absences

The Board does not record a liability for compensated absences. The amount
which may be accrued is undcterminable at the date of the balance sheets. It is
estimated the amount would be immaterial to the presentation of the financial
statements as a whole.

Budget
The Authority’s annual budget is required to be adopted at least thirty days

before the beginning of each fiscal year. Certified copies of the budget are
submitted to cach of the contracting governments. The annual budget includes
estimated revenues and costs of operations, maintenance, and repairs of the plant,
and development of the municipalities” intcrceptors for the fiscal year.

DEFINED CONTRIBUTION PLAN

The Authority has established a Money Purchase Pension Plan (the “Plan”) under Section
457 of the Internal Revenue Code. The plan allows all non-union employees to make
volunteer contributions to the plan up to 15% of eligible compensation. This plan was
dissolved effective January 1, 2007.

The Authority contributes 7% - 9% of an eligible employee’s compensation to be divided
between the plan and an individual life insurance policy. All non-union employees who
are employed for at Icast 1,000 hours during a plan year, have at least one year of scrvice,
and are twenty-one years of age are eligible to participate. For 2006 and 2005, total
contributions were $9,337 and $33,824, respectively.
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GRSD SEWER AUTHOQRITY.

NOTE 4.

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2005
DEPOSITS AND INVESTMENTS

The Authority’s deposits and investments at December 31, 2606 and 2005, are included on the
balance shect under the following classifications:

2006 2005
Cash and cash equivalents 3 638,867 b 559,789
Certificates of deposits - 329,348
Restricted cash and cash equivalents - 500,000
$ 038,867 h) 1,389,137

The Authority has adopted GASB No. 40, Deposits and Investment Risk Disclosures. The
modificd disclosures required by GASB No. 40 are reflected below.

Michigan Compiled Laws Scction 129.91 (Public Act 20 of 1943, as amended) autharizes local
governmental units to make deposits and invest in the accounts of federally insured banks, credit
unions, and savings and loan associations that have offices in Michigan. The local unit is allowed
to invest in bonds, securities, and other direct obligations of the Unticd States or any agency or
instrumentality of the United States; rcpurchase agreements; bankers’ acceptances of United States
banks; commercial paper rate within the two highest classifications, which mature not more than
270 days after the date of purchase; obligations of the State of Michigan or its political
subdivisions, which are rated as investment grade; and mutual funds composed of investment
vehicles that are legal for direct investment by local units of government in Michigan.

The Autherity has designated several banks for the deposit of its funds, The board follows
policics in accordance with Public Act 196 of 1997, and has authorized investments as allowed by
the state statutory authority as listed above. The Authority’s deposits and investments are in
accordance with statutory authority.

The Authority’s cash and investments arc subjcet to several types of risk, which are examined in
morc detail below:

Custodial Credit Risk of Bank Deposits

Custodial credit risk is the risk that in the event of a bank fatlure, the government’s deposits may
not be returned to it. The government does not have a deposil policy for custodial credit risk. At
year-end, the Authority had $454,176 of bank deposits (checking) that were uninsured and
uncollateralized. The Authority believes that due to the dollar amount of cash deposits and the
limits of FDIC insurance, it is impractical to insure all deposits. As a rcsult, the Authority
cvaluates each financial institution with which it deposits funds and assesses the level of risk of
cach institution; only those institutions with an acceplable estimated risk level are used as
depositorics.

Interest Rate Risk

Interest rate risk is the risk that the valuc of investments will decrease as a result of a rise in
interest rates. The Authority’s investment policy does uot restrict investment maturitics, other
than commercial paper, which can only bc purchased with a 270 day maturity, At ycar-end, the
Authority had no such investments.

Credit Risk

State law limits investments in commercial paper to the top two ratings issued by nationally
recognized statistieal rating organizations. The Authority has no investment policy that would
further limit its investment choices, and had no investments at vcar-end.
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GRSD SEWER AUTHORITY

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2005

NOTE 5. RECEIVABLES AND PAYABLES
Receivables consist of accounts (fees) and are considered collectible in full, while
pavables are for normal trade expense. Both are summarized as follows:
2006 005
Accounts Receivable:
Charges for services $ 482,214 $ 195,557
Accounts Payable:
Trade 5 57,917 $ 92,887
NOTE 6. CAPITAL ASSETS
Capital asset activity for the year ended December 31, 2006, was as follows:
Balance at Disposals/ Balance at
1/1/2006 Additions Reclass 12/31/2006
Assets not being depreciated:
Construction-in-progress S 9911,000 § 902,031 §$(10,592,127) S 220,904
Capital assets being depreciated:
Equipment $ 619,168 § - $ - S 619,168
System Improvements 4,171,765 - 10,592,127 14,763,892
Vehicles 123,828 16,013 (16,975) 122,866
Subtotal § 4914761 $ 16,013 § 10,575,152  $15,505,926
Accumulated Depreeiation:
Equipment $ 2440678 $ 27604 S - $ 272,282
System Improvements 730,349 374,112 - 1,104,461
Vehicles 78,491 15,673 (16,975) 77,189
$ 1,053,518 § 417,389 § (16,975) % 1,453,932
Net capital assets being depreeiatcd § 3,861,243 $14,051,994
Net capital assets $ 13,772,243 $14,272 R98
Depreciation expense of $417,389 was charged directly to operations.
NOTE 7. BRIDGMAN AGREEMENT

The City of Bridgman, an existing customer of the Authority, was admitted as a fifth
constituent member of the Authority. As part of the buy in agreement, the City of

Bridgman agreed to the following contributions:
* QOne half the estimnated cost of expansion (§3,068,4601)
e $75,000 contribution for administration
e $45,450 contribution to the main plant
o $1,004,550 contribution for interceptors
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GRSD SEWER AUTHOQRITY.

NOTE 8.

NOTE 9.

NOTE 10.

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2005
CONDVUIT DERT

On September 24, 2004, the GRSD Sewer Authority issued General Obligation Limited
Tax Bonds for the decsign, acquisition, construction, and equipment improvements for
expansion of the plant.

The Authority has contracted with the Cities of Bridgman and New Buffalo and the
Township of New Buffalo to finance their respective portions of the projcct. Chikaming
and Lake Charter Townships used funds on hand to pay their respective portions of the
project.

The proceeds of the debt were allocated in the following proportions:

Bridgman City 41.10%
New Buffalo City 16.38%
New Buffalo Township 39.52%

The bonds are being issued pursuant to the provisions of Act 233 and resolutions adopted
by the Authority and the Contracting Municipalities. The Bonds arc issued in
anticipation of and are payable solely from certain contractual payments to be made by
the Contracting Municipalitics to the Authority. The municipalities have pledged thcir
limited tax, full faith, and credit for thc payment of their respective proportion. The
Authority has irrevocably pledged such payment against the principal and interest on the
Bonds. The Bonds are not general obligations of the Authority and the Authority has no
taxing power.

As of December 31, 2006, the total amount of outstanding conduit debt is $7,860,000.
WEESAW TOWNSHIP AGREEMENT

The Authority entered into a twenty year agreement with Weesaw Township (the
“Township”) to provide sewage treatment services for wastewater originating in the
Township. The Authority agreed to provide up to a maximum amount of 100,000 gallons
per day. The Township shall, at its own expense, construct, establish, maintain, repair
and own a sewer main including lift stations or other equipment connecting into the
Chikaming Township system. The agrcement may be terminated after two years or more
with a written notiee, and at any time after the first fifteen years of the agreement term.
The agreement only applies to the phase 1 of the construction regarding the tie-in by the
Township into the system. Any additional sewer construction shall require an
amendment to the agreement. At December 31, 2006, $3,257 of fees was recetved.

UNION
The employees have ratified a vote authorizing the Intemationzl Union of Operating

Engineers, Local 324, to represent them for purposes of Collective Bargaining. A three
(3) year agreement was approved for January I, 2006 through December 31, 2008.
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GRSD SEWER AUTHQRITY

NOTE 11.

NOTE 12.

NOTE 13.

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2005

DEFINED BENEFIT PENSION PLLAN

Effective January 1, 2006, the Authority contributed to the Operating Engincers’ Local
324 Pension Fund (the “Plan™), a multicmployer defined benefit pension plan
administered by the Central Pension Fund of the International Union of Operating
Engineers and Participating Employers. The plan issues a publicly available financial
report. The report may be obtained by writing to the Central Pension Fund, 4115
Chesapeake Street NW, Washington, D.C. 20016.

The obligation to contribute to and maintain the plan for these employees was established
through the union contract between the Authority’s board of directors and union
employees, and requires the Authority to contribute $1.55 per hour for all hours paid each
employee. This resulted in a contribution of $29,315 for the year ended December 31,
2006. The contribution for the year ending December 31, 2007 will be $1.60 per hour
worked.

RISK MANAGEMENT

The Authority is exposed to various risks of loss related to property loss, torts, errors and
omissions, unemployment claims, and employee injuries (workers’ compensation), as
well as medical benefits provided to employees. The Authority has purchased
commercial insurance to minimize its exposure to loss in these areas.

REPORTING CHANGE

The Governmental Accounting Standards Board has recently released Statement No. 45,
Accounting and Reporting by Employers for Postemployment Benefits Other than
Pensions.  The new pronouncement provides guidance for governmental entities in
recognizing the cost of retiree health care, as well as any “other” postemployment
benefits (other than pensions). The new rules will cause the government-wide financial
statements to recognize the eost of providing retiree health care coverage over the
working life of the employee, rather than at the time the health care premiums are paid.
The new pronouncement is effective for the year ending December 31, 2010.
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Phone: (269) 983-0131 * Fax: (269) 983-0335 * www.slcpa.biz

SchafferXt .ayher

GERTIFIED PUBLIC ACCQUNTANTS

ACCOUNTANT’S REPORT ON SUPPLEMENTARY INFORMATION

Board of Directors
GRSD Sewer Authority

QOur audits were conducted for the purpose of forming opinions on the financial statements that
collectively comprise the GRSD Sewer Authority’s basic financial statements. The following schedules
are presented for purposes of additional analysis and are not a required part of the basic financial
statements. The schedules have been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, are fairly stated in all material respects in relation to the basic
financial statements taken as a whole.

d\maﬁﬁw * fogghe
Schaffer & Layher

May 11, 2007

David Schaffer, CPA

Michael Layher, CPA

Founding Partners:

Morris McMurray, CPA

Raymond Marks, CPA
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GRSD SEWER AUTHORITY

SCHEDULE OF NET ASSETS FOR OPERATIONS AND CAPITAL ACTIVITY

Assets

Current assefs:
Cash and cash equivalents
Certificates of deposit
Accounts receivable
Due from other fund
Prepaid insurance

Total current assets

Restricted assets:
Cash and cash equivalents

Capital Assets

Total Assets

Liabilities:
Accounts payable
Due to other fund
Payroll taxes payable
Total Liabilities

Net Assets
Invested in capital assets
Restricted for capital purposes
Unrestricted
Total Net Assets

Total Liabilities and Net Assets

DECEMBER 31, 2006
(with comparative totals for 2005)

Capital

Operations Projects 2006 2005
§ 487414 § 151453 § 638867 $§ 559,789
- - - 329,348
140,351 341,863 482,214 195,557
- - - 54,240
3,238 - 3,238 3,236
$ 631,003 $ 493316 $ 1,124319 § 1,142,170
$ - $ - $ - § 500,000
$ - $14,272,898  $14,272,898  §13,772,243
$ 631,003 $14,766,214 §15397217 §$15414,413
$ 52346 S 5571 $ 57917 & 92887
- - . 54,240
1,604 - 1,604 1,985
§ 53950 § 5571 % 59,521 S 149112
5 - $14,272,898  $14,272898 §13,772,243
- - - 500,000
577,053 487,745 1,064,798 993,058
§ 577,053 §14,760,643 $15337,69 §15,265,301
$ 631,003 $14766,214 §15397,217 §15,414,413

See qecompanying notes and auditor’s repori on supplementary information.
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GRSD SEWER AUTHORITY
SCHEDVULE OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS FOR OPERATIONS AND CAPITAL ACTIVITY
DECEMBER 31, 2006

(with comparative totals for 2005)

Capital Actual Budget
Operations Projects 2006 2005 2006
Operating Revenues
Sewer User Fees:
City of New Buffalo $ 308,699 § 63,116 $ 371,813 § 321948 § 323,213
Chikaming Township 308,725 24,111 332,836 321,743 382,872
New Buffalo Township 08,267 2,082 100,379 107,996 105,333
Lake Charter Township 269,365 27917 297,282 278,562 286,043
City of Bridgman 222,353 15,396 237,749 227,822 234 886
Weesaw Township 3,257 - 3,257 3,257 3,322
Other Fees:
Waste hauling 84.435 - 84,435 71,214 71,100
Services rendered 47,742 248,813 296,557 64,292 46,700
Total operating revenues $ 1,342,873 S 381437 % 1,724310 § 1,396,834 § 1453471
Operating Expenses
Salaries and wages $ 478,508 % - $ 478,508 § 462821 § 474598
Payroll taxes 37,695 - 37,695 36,222 36,102
Employee benefits 159,914 - 159,914 249,763 161,500
Depreciation - 417,389 417,389 145,254 149,000
Office supptics 1,747 26 1,773 1,801 2,500
Operating supplies 104,595 - 104,595 72,864 94,000
Professional fees 15,301 1,613 16,914 16,512 71,861
Legal 1,408 - 1,408 3,864 7,500
Board fees 4,200 - 4,200 4,620 4,600
Sludge disposal 56,556 - 56,556 53,995 45,000
Communications 15,594 - 15,594 15,991 23,500
Training and transportation 2,371 - 2,371 2,827 4,400
Insurance and bonds 84,268 - 84,268 62,775 74,000
Utilities 236,781 - 236,781 185,882 206,000
Equipment and sewer repairs 47,668 7,881 55,549 45,973 90,500
Vehicle repairs 7,452 - 7,452 6,788 10,500
Uniforms 5,725 - 5,725 4,648 4,600
Miscellancous 29 - 29 540 -
Total operating expenses $1,250812 & 426909 § 1686,721 5 1373,140 § 1,460,161
Net operating income (loss) §  R3061 0§ (45472y § 37589 8 23694 8 (6,690)
Non-operating income (expenses):
Inira-fund transfers g (2,986) § 2,986 8 - 3 - $ -
Sale of fixed assets - 2,050 2,050 1,415 -
Interest income 13,345 19,411 32,756 100,019 6,690
Total non-operating income (expense) $ 10,359 § 24447 § 34806 § 101,434 6,690
Change in net assets $ 93420 & (21,025 § 72,395 0§ 125128 % -
Net Assets, Beginning of Year 483,633 14,781,668 15,265,301 15,140,173 15,140,173
Net Asscts, End of Year § 577,053 314,760,643  $15,337,696  §15265301  §15,140,173

See accompanying notes and auditor’s report on supplementary information.
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